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"THE HIGGLING OF THE MARKET." 

It is a common observation that economics is unfortu- 
nate because its scientific terminology is so largely drawn 
from the terms of every-day life. One danger growing out 
of this fact is that the mere naming of a problem by a simple 
and familiar word often gives the impression that the prob- 
lem has been solved. It is a fallacy of this kind, which has 
existed for some time at a vital point in recent economic 
theory, that it is the purpose of this paper to discuss. It 
is the explanation of the determination of price within the 
area fixed by the marginal pair, by "the higgling and bar- 
gaining of the market." 

The theory of price promulgated by the Austrian econ- 
omists is so generally accepted that a brief statement here 
will suffice for our purposes. Adapting the illustration of 
Professor Boehm-Bawerk * along the lines suggested by 
Mr. John A. Hobson,f let us suppose a market in which 
horses of uniform quality are bought and sold. Suppose 
"that all the competitors appear simultaneously in the one 
market," and that "buyers and sellers make no mistake 
about the actual state of the market, such as would prevent 
them from really pursuing their own egoistic interests." 
Designate the prospective sellers by the symbols S 1 , S 2 , S,» 
etc., in the diagram, and the prospective buyers by the 
symbols B 1 , B 2 , B 8 , etc.; designate their price-limits by 
the distances of the points Si, S 2 , S 8 , etc., and of Bi, B 2 , B s , 
etc., from the base line A-B. The numerical valuations of 
these respective prices are stated in the amounts accom- 
panying the corresponding symbols. 

If the price asked is $125 (S 7 ) or above, there will be 
more sellers than buyers, and competition will force the 
price down. If the price offered is $100 (B 7 ) or below, 

* Positive Theory of Capital, pp. 203, 204. 
t The Economics of Distribution, p. 12. 
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there will be more buyers than sellers, and competition 
among the buyers will force the price up. If the price 
asked is $107.50 (S 6 ) or above, there will still be more 
sellers than buyers, and competition of sellers will again 
force the price down. If the price offered is $105 (B 6 ) or 
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below, there will again be more buyers than sellers, and 
competition of buyers will force the price up. In the words 
of Professor Boehm-Bawerk,* "In two-sided competition 
the market price is determined within a latitude of which the 
upper limit is constituted by the valuation of the last buyer 
who actually exchanges (the last buyer) [B 6 ] and that of 
the most capable seller excluded (the first excluded seller) 

* The Economics of Distribution, p. 18. 
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[S 6 ], and the lower limit by the valuation of the least capa- 
ble seller who effects a sale (the last seller) [S 5 ], and that 
of the most capable buyer excluded (the first excluded 
buyer) [B 6 ]." These four exchangers who fix the price 
limits are designated as the "marginal pairs."* 

It is apparent that two upper boundaries and two lower 
boundaries to the price-areaf are not necessary. The act- 
ual area, as Mr. Hobson has pointed out, is fixed by the 
price-limits of two persons, and not four. The upper limit 
is the price of the first excluded seller ($107 50), and the 
lower limit is the price of the first excluded buyer ($105). 
In the diagram the price range is represented by the dis- 
tance between the horizontal lines B 6 and S 6 . At any 
price within this range the number of buyers and the num- 
ber of sellers are equal, and an exchange would accord- 
ingly seem possible. 

A market price, however, in a market of the kind we have 
assumed, is not represented by" an area or a straight line: it 
is represented by a precise point. It is a definite amount 
of money, not a great number of conceivable amounts. 
Hobson has severely criticised Boehm-Bawerk for marking 
off a price area in his discussion of two-sided competition, 
and not stating by what forces the actual price is fixed 
within this area. J "To fix limits for a price," he says, "is 
not to fix a price; and, curiously enough, Boehm-Bawerk 
leaves his analysis at this interesting point. . . . There is 
nothing in this analysis to show where it will be between 
these margins. Indeed, we may say that, if this were the 
whole process, no price could be fixed at all, and no sale 
would be possible, at any rate by economic settlement." 
While Boehm-Bawerk does not mention in his discussion 
of "two sided competition" how the price is fixed within 

*It would be an interesting contribution to economic theory if some one 
could show conclusively that there is such a "price-area" as is here assumed, 
the reasons hitherto presented being' singularly inconclusive. In a large mar- 
ket the distance between the upper and lower limits tends to disappear and the 
" area " to become a point. — Ed. 

t Strictly speaking, the price range is not represented by an area, but by a 
straight line. 

t The Economies of Distribution, p. 14. 
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the so-called price-area, he does mention it in his earlier 
chapter on "one-sided competition," saying that within 
that field it is determined by "higgling." "Here," to use 
his own words, "there is room for any amount of 'higgling.' 
According as in the conduct of the transaction the buyer 
or the seller shows the greater dexterity, cunning, obsti- 
nacy, power of persuasion, or such like, will the price be 
forced either to its lower or its upper limit." President 
Hadley says, "If the transaction is an isolated one, and 
not one of a series of similar transactions, the price is usu- 
ally fixed by bargaining"; and again, "the exact figure" 
depends "on the relative skill in bargaining shown by 
buyer and seller."* Hobson, in spite of his criticism of 
Boehm-Bawerk above mentioned, refers with apparent ap- 
proval to Boehm-Bawerk's explanation of the determina- 
tion of price within the price-area by the "higgling" of 
the market. "The work of competition," concludes Hob- 
son, "is not to find a price, and there is no such a thing 
as a 'competition price': competition stakes off a ring, 
within which bargainers fight it out by force and craft. . . . 
By . . . fraud or force of superior bargaining the price- 
limits are drawn together so closely as to approximate toward 
a money point. . . . Some practice of fraud or force seems 
necessary to achieve a price point." f Thus, according to 
Hobson, the actual determinants of price within the price- 
area are extra-economic forces. They are such forces as 
"force," "bluff," "deceit," and "skill in bargaining." Ex- 
planations of this kind seem to have so far gone unchal- 
lenged among economists. 

Strange anomaly it is, if market price, the central subject 
in economic science, the point towards which the forces of 
consumption and production converge, is determined by 
non-economic forces. To explain the determination of 
market price by reference to such forces as "the higgling 
and bargaining of the market" is little more than to give 
the problem a name. It reminds one of the explanation 
of the early physicists, that water rises in a vacuum tube 
"because nature abhors a vacuum." With equal propriety 

* The Economics of Distribution, pp. 72, 73. tlbid., p. 15 et seq. 
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the entire process of fixing the price-area might have been 
explained by merely saying that eight prospective sellers 
and ten prospective buyers met together in a market, and 
the price was determined by their "competition," or by 
" demand and supply." 

If previous explanations concerning the determination of 
price within the price-area are unsatisfactory, what then, 
we may ask, are the forces which do actually determine it? 
In answering this question, should we not seek to analyze the 
forces at work within the area in the same way the Austrians 
have analyzed those which fix the area itself? 

In a transaction of the kind under consideration there 
are many utilities and disutilities represented which do not 
find expression directly either in the money or commodity 
utilities on the part of buyers or sellers. If we are to de- 
termine the precise point at which the price is fixed, these 
utilities and disutilities must be taken into account. 

Hobson gives hints of a solution of the problem, but does 
not develop them.* If A were selling, he says, and B and 
C were competing buyers, each placing the same valuation 
upon the horse, then A would choose one or the other, 
being guided in his decision "by some personal preference 
or the prospects of future business with the respective 
parties. . . . The actual price reached would assign to A the 
whole gain of the bargain less the minimum required to 
compensate B or C for the trouble of bargaining. But "the 
trouble of bargaining" represents a disutility to B and C 
just as truly as does the payment of money. Moreover, "per- 
sonal preference or the prospects of future business" (if 
the market is a purely egoistic one, as assumed) represent 
utilities just as real as does actual cash. 

The prospective traders have been in the market, and 
watched the progress of the trading. B 6 has seen B 6 drop 
out when it became evident that the price would be fixed 
above $105. S 6 has seen S 8 drop out when it became evident 
that the price would be fixed below $107.50. The previous 
bids and offers have, in fact, shown all parties the area 
within which the price is liable to be fixed. The most 

* The Economics of Distribution, p. 6. 
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active "higgling" will naturally be between B 5 and S 6 , 
they being the two traders whose gain from the transaction, 
as measured in dollars and cents, will be the least, and 
therefore presumably the ones to whom a small difference 
in price will have the greatest weight. S 5 will naturally 
be supported by the other sellers, and B 6 by the other 
buyers. 

To all parties time is valuable, and to all parties "hig- 
gling," at least after a certain point is reached, becomes 
disagreeable. B 6 may be certain that, if he will "higgle" 
an extra hour with S 5 , he will be able to reduce the price 
a dollar. He may think the gain sufficient to pay for the 
trouble, and accordingly continue his "higgling," or he 
may decide not to continue because "the game is not 
worth the candle." On the other hand, he may feel in 
doubt as to his ability to get better terms by further "hig- 
gling." In such a case he estimates the probability of his 
obtaining a further reduction; and this gain he compares 
with the probable loss by way of the disutility of further 
"higgling," and the balance of utility or disutility deter- 
mines his decision. What is true of the buyer is equally 
true of the seller. 

Each party to the transaction has the disutilities of the 
other parties to consider as well as his own. The disutili- 
ties of "higgling" are liable to increase irregularly and 
suddenly. Both buyers and sellers are men. They have 
tempers which "higgling" is very likely to arouse. They 
have, in varying degrees, a sense of personal dignity and 
independence. They dislike to make concessions. Cir- 
cumstances are continually likely to arise in which they 
would rather sacrifice considerable in the price than "back 
down" after once committing themselves. If either party 
urges concessions too strongly, he is liable to make the other 
party angry, and suddenly bring all negotiations to a close. 
The angry man will go away in disgust, he may lose as far 
as the trade itself is concerned, he may "cut off his nose 
to spite his face"; but, from his point of view, his action is 
reasonable. The disutility of trading under such circum- 
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stances to him more than balances the utility to be gained. 
The probability of such an event is a disutility which each 
party estimates in a more or less sub-conscious way in nam- 
ing his prices. 

"Skill in bargaining" and "bluff" are likewise in a purely 
theoretical problem of this kind, from the point of view 
of the economist, questions of utility and disutility. The 
efficient "higgler" finds "higgling" more agreeable than 
does the inefficient one. Furthermore, he can accomplish 
more in a given length of time than his competitor: the 
disutility of a given amount of bargaining is therefore less. 
His advantage by "bluffing" merely means that, by reason 
of his greater skill or more ignoble methods, he can make 
the other party the more quickly conclude that further 
"higgling" will not pay. What has been said of "skill in 
bargaining" and "bluffing" applies equally well to the 
so-called factors of "force" and "deceit." * 

All these things are real economic factors: they are ele- 
ments in the determination of price, representing sacrifices 
to the buyers just as truly as does the payment of money, 
and sacrifices to the sellers just as truly as does the giving 
over of horses. Furthermore, they are in a semi-conscious 
way assimilated to the money sacrifice on the part of the 
buyers and the commodity sacrifice on the part of the 
sellers. Each party places his own estimations upon the 
subjective utilities and disutilities involved, whether they 
be certainties or risks. These subjective utilities vary 
with the characters and circumstances of the respective 
persons. To one man time may be of little value, to an- 
other it may have a high value: to the one bargaining may 
be agreeable, to the other disagreeable. One may be san- 
guine, arid accordingly overestimate the favorable chances 
in a risk: the other may be pessimistic, and therefore under- 
estimate them. One may have a better knowledge of 
conditions or be more skilful in a deal than the other. All 

*Hobson's assertion, previously quoted, that "some practice of fraud or 
force seems necessary to achieve a price point," is undoubtedly an exaggera- 
tion. In many eases, fraud and force are comparatively unimportant factors, 
while m many others they are not present at all 
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these factors and others enter into and help determine 
the respective estimations of utilities and disutilities on 
the part of the traders. There is always the danger of a 
disutility suddenly arising which will more than offset 
the utility otherwise to be gained from the exchange by 
one party or the other, and accordingly result in the break- 
ing off of the negotiations. In such a case it is evident 
there will be an actual change in the price-area. This area 
is by no means fixed, and the possibility of either marginal 
buyer or marginal seller dropping out, and a new area 
thereby being established, is an efficient force in the fixing 
of the price within the price-area, just as the actual dropping 
out of prospective buyers and sellers was found to be an 
efficient force in determining the area itself. The price 
within the area marked off by the price-limits of the marginal 
pair is fixed at that point where both buyers and sellers con- 
sider the actual and probable disutilities connected with further 
bargaining to offset the certain and probable gains to be ob- 
tained by such bargaining. 

E. W. Kemmerer. 
Purdue University, Lafayette. Indiana. 



